The value of this research effort is to examine whether relationships among country risk ratings, financial market variables, and expected returns in this region exist and can be useful in improving the capital markets systems and so attract more capital to the region. This area of research has been gaining attention in the last few years, and the policy derived from it is still being tested.
These new democracies are dealing not only with their own economies and politics, but also with the option of becoming part of the larger economic and political organization of the European Union. Hauner, Jonas and Kumar (2007) investigate effects of accession on sovereign credit ratings, for example. Therefore, the contribution to the literature is direct and beneficial to those determining policy for the countries' legal, banking, and capital markets mechanisms and their fit with larger economic and political groups. This work adds to the credibility of previous researchers by showing that their findings apply to current times and to newly emerging capital markets, which have only been in operation for a short time.
Methodology
There are two methods of analysis employed in this paper and they are expanded upon below: 1 -statistical analysis provides the tipoff or initial identification that a variable does affect FDI in a country; and 2 -graphical or technical analysis introduces the country risk variable and is the visual methodology offering support for the statistics.
Both Vector Autoregression (VAR) and Cointegration analysis are the statistical analyses used.
VAR determines the best lag, indicating how long after an event the effect is felt. Johansen Cointegration seeks the long-term relationships among variables that would be hidden by shortterm movements, as in the communication problem of separating the message from the medium of transmission, or as in the economic problem of differentiating between a random movement and a correction back to equilibrium.
Variables that are examined in this study include a focus country's current account (CA), CPI, exchange rate (XR), long-term lending rate (LR), stock market (SM), country risk, and the dependent variable of FDI.
The equation for the assessment of factors affecting FDI is as follows: FDI(t,j) = f ( CA(t, j), CPI(t, j), SM(t, j), XR(t, j), LR(t,j) ) j signifying the focus country and t representing each time period of quarterly data from 1995 through 2006. The relationship between country risk, FDI, and each other variable is shown graphically by
where CR represents country risk as rated by Fitch.
In both the literature and the methodology of technical or graphical analysis, the chart picture and its analysis is the bridge between quantitative and qualitative analysis, yet this exposition also falls into each of these categories in their own domain. The data that supplies the raw material for the statistical section of this paper also provides the data for the charts, so this is a quantitative setting. The analysis of these graphical depictions tends to be more interpretive, or of the qualitative realm, depending on the researcher's experience in their use. The author has great familiarity with this discipline, having had an accomplished career using and imparting technical analysis around the world.
Chart pictures display relationships that in some cases are easier to identify than they are with statistical analyses. Edwards & Magee (1966) found charts valuable to identify patterns that repeat and offer useful insights into market analysis. Changes in trends, convergence and divergence (Appel 2005) , and points in time are easy to see on a chart. Charles Dow, inventor of the Dow Theory, did not consider his theory as a device for forecasting the stock market, but as a barometer of general business trends (Edwards & Magee 1966) . This original intent makes charts and chart analysis nearly an exact fit with this study: general trends of prices and economic numbers that would indicate whether risk is increasing or decreasing, here, at an overall country level. Statistics provide precise insight while charts offer an overview at a glance. Applying both methods to the same problem is a way of introducing the subject of international capital markets to a wider audience who may be receptive to the visual methodology.
The visual section displays the macrofinancial and macroeconomic data as a basis for discovering variables. Identification, convergence, and/or divergence of the dependent variables are uncovered as the research proceeds. Three primary researchers in transition economies and emerging markets who focus on Central and Eastern Europe, Brada, Kutan, and Yigit (2004) , Bekaert and Harvey (2003), and Harvey (2004) , use mathematical models as part of their analysis, but also rely heavily on charts to display their variables and show many of their relationships. So chart analysis and deductions from charts have been moving into this area of research for clarity and comparison, notably where the data being examined includes political risk and stability and a separation of them from economic or financial factors is desired.
In each of the charts in this study, the variable of country risk is introduced. Along the bottom of each chart are the country risk rating change indications. These signify, as the legend explains, a change in the risk rating itself or a change in the outlook, which often precedes an actual rating change. Besides the country risk variable, FDI is plotted against each other financial variable in the analysis, and within each country's chart analysis are intertwined results from the statistical analysis that coincide or contradict the visual deductions. This shows how the two methods work together to form stronger conclusions.
Statistical Results -VAR Notations, besides those already identified, include log CPI for the CPI variable, and "inc" for "inconclusive." In the analyses, the hypotheses are, for each country and each variable, generically, Does a particular variable affect FDI in the focus country? CZECH REPUBLIC (Table 1 There is also a mild positive effect on FDI resulting from a strengthening of the XR in each of the previous periods but without any clear conclusions. The LR has a strong effect on FDI with a three period lag. Depending on how long money takes to move through the pipeline to project initiation and the capital intensity of the project, this may also relate to some of the XR and CA effects.
The SM variable has a noticeable effect on FDI with one lag, possibly indicating substantial cofinancing from this source. Krkoska (2001) Using the time trend variable, FDI cointegrated with all variables except logCPI very significantly. LogCPI was insignificant. Therefore, all hypotheses except the inflation hypothesis are supported, and this medium-sized transition economy's sources of FDI respond to changes in the variables described in theory.
Statistics Summary
One common driver to both countries in the cointegration analysis is the exchange rate (XR), with a strong effect. So fostering factors to strengthen a currency increases FDI while a weaker currency tends to discourage FDI inflows. FDI and other financial flows contribute to higher growth (Schadler et al 2006) , the policy objective in attracting FDI. Current account (CA) is another common driver of FDI, with a strong effect in both countries. This supports the research of Schadler et al (2006) , which shows that CA improvements do affect FDI and other financial flows, with a direct effect on economic growth. SM had a strong effect on Slovakia but not on Czech. The last common driver of FDI with a strong effect is LR.
The VAR analysis does not result in such defined clusters of results. Of the variables, SM effects are evident in Czech, not in Slovakia; CA effects exist in Czech, not in Slovakia; XR effects are mildly evident in both Czech and Slovakia.
Graphical (Chart) Results
The legends used on each chart for risk rating changes are noted below:
Indicates a positive risk rating change A limitation of this research is the short ten-year time span examined. Updating this study in four to six years would be a worthwhile project since more and varied statistics could be run.
Further research could include the use of spreads, or differentials, of the interest rate components for cross-country comparisons. Also useful would be applying the current methodology to the next potential wave of accession countries to increase their chance of success.
FDI is necessary for many countries' continued economic growth and continued freedom, allowing them to follow their own paths to independence. The USA continues to be tremendously dependent on foreign capital to finance its domestic and international growth. No matter how advanced an economy, or perhaps the more advanced an economy, the more important foreign trade and investment are to that economy in bringing it to the next level of advancement. Revisiting the thought of Hugh of Saint Victor, trade and commerce are the best proven solutions to peaceful economic growth and advancement.
A practical reason to promote a more stable financial environment in the Czech and Slovak economies is to attract financial flows to help fund the many required activities and programs of accession to EU membership. A further reason to promote a more stable financial environment in these countries is to improve standards of living and quality of life. Therefore, the study of relationships among country risk, investor expectations, and financial variables as defined in this paper directly helps the focus countries improve liquidity and transparency of markets and the overall move toward freer, more independent, and more democratic societies. With transparency come less corruption, improved laws, and an even better view to determining policy.
The increased need for capital in the emerging economies in this study can only come from investors outside the region at this time. Using and improving domestic markets is important for long term benefits, yet current needs must come from FDI, other financial inflows, syndicated loans, and flexible financing mechanisms. So there is the need for foreign investors to view these countries as secure destinations for investments. Access to varied capital markets also allows the nations to acquire or sell foreign assets as the need arises, thereby increasing stability.
And with the increased use of local and regional markets, participants in those markets, fiscal and monetary authorities, and foreign policymakers will all benefit from the increased information provided by the markets.
